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CHAl RMAN 

COMMISSIONER 

COMMISSIONER 

N THE MATTER OF THE APPLICATION 1 

tECOVERY. 1 

DOCKET NO. E-01 345A-98-0473 
IF ARIZONA PUBLIC SERVICE COMPANY ) 
:OR APPROVAL OF ITS STRANDED COST ) 

N THE MATTER OF THE FILING OF ) DOCKET NO. E-01 345A-97-0773 
4RIZONA PUBLIC SERVICE COMPANY OF ) 
JNBUNDLED TARIFFS PURSUANT TO 1 
4.A.C. R14-2-1601 et seq. ) 

N THE MATTER OF COMPETITION IN 1 DOCKET NO. RE-00000C-94-0165 
-HE PROVISIONS OF ELECTRIC 1 

4RIZONA. ) 
SERVICES THROUGHOUT THE STATE OF ) 

RUCO’S CLOSING BRIEF 

The Residential Utility Consumer Office (“RUCO”) urges the Arizona Corporation 

;ommission (“Commission”) to adopt the Settlement Agreement between Arizona Public 

Service Company (“APS”), RUCO, Arizonans for Electric Choice and Competition (“AECC”) 

md the Arizona Community Action Association (“ACAA”). Though various other parties have 

attempted to raise a smoke screen over the Settlement Agreement, their objections lack 

substance and should not cause the Commission to reject the Settlement Agreement. 

-1 - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

I 

411 interests were represented in Settlement discussions 

Opponents of the Settlement Agreement have raised two objections to the procedure by 

"hich the Settlement Agreement was negotiated. First, they claim that the negotiation process 

Aid not include representatives of all interests. Throughout the 

iegotiations, two of the individuals at the negotiating table, Mr. Higgins and Mr. Crockett, 

?epresented Enron, among others. Though Enron chose not to join in the Settlement 

hgreement, the ESPs cannot legitimately claim that they had no representation in the 

Such is not the case. 

negotiating process. 

The second procedural objection raised by opponents of the Settlement Agreement is 

that RUCO did not perform an analysis of the terms of the Settlement and its impacts on 

residential customers. Nothing could be further from the truth. RUCO did analyze the 

Settlement Agreement. Tr. at 672, lines 12-24; pg. 690, line 21 - pg. 691, line 2. However, 

this objection is nothing more than a red herring.' The issue is not whether RUCO has 

performed a sufficient analysis of the Settlement, but whether the full record in this proceeding 

is sufficient to allow the Commission to conclude that the Settlement is in the public interest. 

As discussed below, there is substantial evidence that the Settlement Agreement is in the 

public interest. - 

The Settlement Agreement includes a reasonable stranded cost number 

After much negotiation, the parties to the Settlement Agreement were able to reach 

consensus on a reasonable number for APS's stranded cost recovery of $350 million. RUCO 

The primary issue on which opponents alleged that RUCO's analysis was insufficient was the size of the 1 

shopping credit for residential customers. Ironically, the only other truly independent party on that issue, Staff, 
had almost no disagreement with the Settlement Agreement's credits for residential customers. 
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believes that $350 million is a fair amount for APS to recover for its stranded costs. First, it is 

less than the amount APS would have recovered under the November 1998 settlement with 

the Commission Staff. RUCO Exh. 1 (Patterson), pg. 3, line 21. Second, it is less than APS 

would recover under option 1 of the Commission-approved stranded cost recovery options of 

Decision No. 61677. Tr. at 693. 

In the February 1998 generic hearing on stranded cost calculation methodologies, 

RUCO supported a calculation methodology that was not accepted by the Commission in 

either Decision No. 60977 or Decision No. 61677. The Commission should not be fooled by 

attempts to discredit RUCO’s support for the current Settlement Agreement because it allows 

APS to recover stranded costs in excess of what RUCO suggested might result from the 

implementation of its rejected methodology. In addition to the fact that the Commission has 

rejected the methodology that was the basis for RUCO’s prior estimate of APS’s stranded cost, 

RUCO made it clear when it first presented the earlier numbers in January 1998 that they were 

merely estimates. Commonwealth Exh. 7 pg. 40, line 3 and at Exhibit RAR-2 (“Summary of 

Stranded Costs Estimates”); APS Exh. 15 pg. 47, lines 19-25. 

Rate decreases and shopping credits are appropriately balanced - 

The Settlement Agreement provides a 7.5 percent rate decrease for Standard Offer 

residential customers through 2004. Rate decreases have been a goal of the electric 

restructuring process from the beginning. The rate decreases in the Settlement Agreement for 

Standard Offer customers will allow customers who either choose not to participate in the 

competitive market, or who find that they have no real opportunity to participate in the 

competitive market, to experience rate decreases. Between the opening of competition and 
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Iecember 31, 2000, residential participation will be limited to less than ten percent of the 

xstomers. In addition, even after the transition period expires, residential customers may be 

ess likely to have competitive opportunities than other classes of customers. Staff Exh. 2 

:Smith), pg. IO, lines 22-23; ACAA Exh. 2 (Pruitt), pg. 4. The rate decreases in the Settlement 

4greement for Standard Offer residential customers guarantee those customers a share in the 

3enefits of the transition to competition. 

The competitive electric service providers argue that the rate decreases in the 

Settlement Agreement are too large. They believe that lower Standard Offer rates will make it 

loo difficult for them to win customers by offering even lower rates. However, the margins 

Detween the Standard Offer rates and the Direct Access rates that are a part of the Settlement 

4greement are adequate for all classes of customers. Mr. Higgins testified that the margins for 

small, medium and large commercial customers, and industrial customers, are adequate for 

sompetitors to compete. Tr. at 100, 101. In addition, the Settlement Agreement’s shopping 

sredits are almost identical to those Staff testified would be adequate for residential customers. 

Staff proposed a credit that is one mill greater than the Settlement Agreement in 1999, when 

residential participation will likely be limited to 5 percent by the end of the year. During 2004, 

however, Staff proposed a credit that was one mill less that that in the Settlement - Agreement. 

In all the other years, Staffs proposed shopping credit is identical to the credit resulting from 

the Settlement Agreement for residential customers. Staff Exh. 2 (Smith) pg. 15, lines 22-23. 

The Settlement Agreement provides adequate shopping credits, while at the same time 

lowering rates up to 7.5 percent. 

The Commission should avoid raising the Standard Offer rates contained in the 

Settlement Agreement to provide competitors a greater margin in which to compete. Doing so 
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vould decrease the benefits of the Settlement Agreement to the residential customers. 

4dditionally, accepting higher Standard Offer rates will increase the already-adequate margins 

or commercial and industrial customers, and allow ESPs greater profit margins at the expense 

if the Standard Offer customers. The Commission should avoid shifting the residential 

:ustomers’ benefits of restructuring to commercial and industrial customers and ESPs. 

WS’s proposal to reflect unbundled rates on the bill is reasonable 

APS proposes to include a second page to the Standard Offer bill that would reflect the 

amounts that the customers would have been billed if they had been Direct Access customers. 

4PS’s proposal includes computing the difference between the Standard Offer Service bill and 

he Direct Access bill, so that the customers can determine what they could pay a competitive 

Aectric service provider for generation without exceeding the Standard Offer price. 

The APS-proposed second page of the Standard Offer bill embodies the spirit, if not the 

etter, of proposed rule R14-2-1612(N). The proposed bill lists each of the billing elements 

-equired by section N that APS would be providing if the customer were taking Direct Access 

service rather than Standard Offer Service. The proposed page 2 of the Standard Offer bill 

xovides customers with all the necessary information for them to compare Standard Offer 

*ates with those of competitive suppliers. 

- 

Transfer of competitive assets at book value is appropriate 

The Settlement Agreement provides that APS shall transfer competitive service assets 

to an affiliate at book value. Opponents of the Settlement Agreement argue that APS’s 

generation affiliate will gain a competitive advantage if it receives the assets at book value, 
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, rather than market value. APS’s Genco would only have a competitive advantage if book 

value at the time of transfer is less than market value. However, APS’s Genco will be 

receiving the assets at a book value that, on the whole, exceeds the market value of the 

assets.* In addition, generally accepted accounting principles require that APS transfer the 

competitive assets to an affiliate at book value. APS Exh. 9 (Davis), pg. 23, lines 23-25. 

Code of Conduct is the appropriate procedure to address affiliate issues 

APS, after consultation with the settling parties, will file an interim Code of Conduct to 

address affiliate issues. At the hearing, APS indicated it will also consult with the non-settling 

intervenors prior to filing the interim Code of Conduct. In addition, the proposed rules provide 

for a final Code of Conduct that will be subject to Commission approval. 

The Commission has already determined, by deleting the proposed detailed affiliate 

rules, that codes of conduct are appropriate mechanisms to address affiliate relationships. 

APS has committed to subject itself to an interim Code of Conduct even before it would be 

subject to a final Code of Conduct approved by the Commission. An interim code of conduct is 

an adequate remedy to allay concerns about affiliate issues, but to allow the Commission to 

move ahead to achieve competition. The Commission should approve the Settlement 

Agreement now, rather than delaying competition until a final Code of Conduct is adopted. 

- 

If APS’s competitive assets, as a whole, had a market value that exceeded book value, APS would have 2 

negative stranded costs. No party has suggested that APS’s stranded costs are negative. 
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>onclusion 

The Settlement Agreement is a reasonable compromise on the numerous issues that 

vill open the door to competition. The Commission c a n  conclude that the Settlement 

Agreement is in the public interest based on the record before it, and should approve the 

Agreement as written. 

RESPECTFULLY SUBMITTED this 5th day of August, 1999. j 

An original and ten copies of the foregoing 
iled this 5th day of August, 1999 with: 

locket Control Division 
Vizona Corporation Commission 
I200 West Washington 
'hoenix, Arizona 85007 

ZOPIES of the foregoing e-mailed/ 
land deliveredlmailed this 5'h day 
i f  August to: 

Jerry Rudibaugh, Chief Hearing Officer 
iearing Division 
4rizona Corporation Commission 
1200 West Washington 
'hoenix, Arizona 85007 

'aul Bullis, Chief Counsel 
-egal Division 
4rizona Corporation Commission 
1200 West Washington 
Phoenix, Arizona 85007 
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?ay Williamson, Acting Director 
Jtilities Division 
4rizona Corporation Commission 
1200 West Washington 
'hoenix, Arizona 85007 

Steve Wheeler 
h e l l  ti Wilmer 
100 E. Van Buren 
>hoenix, Arizona 85004-0001 

<en Sundlof 
Jennings Strouss & Salmon 
Two North Central Avenue, Floor 
Phoenix, Arizona 85004 

Norman Furuta 
Department of the Navy 
300 Commodore Drive, Building 107 
San Bruno, California 94066-5006 

Timothy Hogan 
Arizona Center for Law in the Public Interest 
202 E. McDowell Road, Suite 153 
Phoenix, Arizona 85004 
Attorneys for Arizona Consumers Council 

Robert S. Lynch 
340 E. Palm Lane, Suite 140 
Phoenix, Arizona 85004-4529 
Attorney for ATDUG 

Leslie Lawner 
Director, Government Affairs 
Enron Corp. 
712 North Lea 
Roswell, New Mexico 88201 
Attorney for Enron Corp. 

C. Webb Crockett 
Jay L. Shapiro 
Fennemore Craig 
3003 North Central Avenue, Suite 2600 
Phoenix, Arizona 8501 2-291 3 
Attorneys for ASARCO 
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vlichael A. Curtis 
'aul R. Michaud 
Martinez & Curtis, P.C. 
2712 North Seventh Street 
'hoenix, Arizona 85006-1 090 
qttorneys for Navopache Electric Cooperative 

-ex J. Smith 
Michael W. Patten 
3rown & Bain, P.A. 
2901 North Central Avenue, Suite 2000 
'. 0. Box400 
'hoenix, Arizona 85001 -0400 
4ttorneys for Sempra Energy Trading Corp. 

Margaret McConnell 
Vlaricopa Community Colleges 
241 1 West 14'h Street 
Tempe, Arizona 85281 -6942 
4ttorney for Maricopa Community Colleges 

Christopher H itch cock 
Hitchcock, Hicks & Conlogue 
P.O. Drawer 87 
Bisbee, Arizona 85603 
4ttorneys for SSVEC 

Bradley S. Carroll 
Legal Department 
Tucson Electric Power Company 
P.O. Box 71 1 
Tucson, Arizona 85702 

Chuck Miessner 
NEV Southwest LLC 
5151 Broadway, Suite 1000 
Tucson, Arizona 8571 1 

Raymond S. Heyman 
Roshka, He man & DeWuIf 
400 North 5 Street, Suite 1000 
Phoenix, Arizona 85004 
Attorneys for NEV Southwest, LLC 

x, 
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Jesse W. Sears 
3 ty  of Phoenix 
200 W. Washington, Suite 1300 
=hoenix, Arizona 85003-1 61 1 

Bill Murphy, P.E. 
City of Phoenix 
101 South Central Avenue 
Phoenix, Arizona 85004 

Lawrence V. Robertson, Jr. 
Munger Chadwick, PLC 
333 North Wilmot, Suite 300 
Tucson, Arizona 8571 1 
Attorney for PG&E Energy Services 

K.R. Saline 
K.R. Saline & Associates 
160 North Pasadena, Suite 101 
Mesa, Arizona 85201 -6764 

Douglas C. Nelson 
7000 North 1 6'h Street # I  20-307 
Phoenix, Arizona 85020 
Attorney for Commonwealth Energy Corp. 

Walter W. Meek 
Arizona Utility Investors Association 
21 00 North Central Avenue, Suite 21 0 
Phoenix, Arizona 85004 

Betty K. Pruitt 
Arizona Community Action Association 
2627 North 3rd Street, Suite 2 
Phoenix, Arizona 85004 

Barbara Klemstine 
Arizona Public Service Company 
Mail Station 9909 
P.O. Box 53999 
Phoenix, Arizona 85072-3999 
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